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As a special class of listed companies, firms of financial loss are faced with 
more stringent market regulation. According to the rules of Shanghai Stock 
Exchange and Shenzhen Stock Exchange, the company will be special treatment if it 
is consecutive losses for two years, however the company with financial loss for one 
year will never be punished. Obviously, earnings management will be used to avoid 
reporting losses by the managers. In terms of the means of earnings management, 
they can be divided into two ways: accrual-based earnings management and real 
earnings management. Accrual-based earnings management refers to the behavior 
that managers try to adjust the financial statements through the flexible corporate 
accounting policies, such as accounting estimates and accounting judgments. Real 
earnings management refers to the activities that managers will achieve the purpose 
of regulating profits through real business. At present, most of our academic 
researches on earnings management are focused on the accrued-based earnings 
management, and real earnings management researches are rarely mentioned. In this 
paper, we will make attempts to explore the real earnings management in companies 
of financial loss. 
Domestic and foreign scholars generally believe that earnings management 
activities of listed company occur mostly in the fourth quarter. Accordingly, we will 
divide the listed companies of financial loss by the end of the first three quarters into 
two groups, and put forward the following three hypothesizes. Firstly, real earnings 
management is significant the listed companies which are financial loss by the end of 
the first three quarters. Secondly, if there is the hope of profitability, the managers of 
the loss company will have a strong incentive to increase the profits of corporate 
trough real earnings management. Thirdly, if there is no hope of profitability, the 
managers of the loss company will try to decrease the profits of corporate trough real 
earnings management. 
In the section of empirical studies, we will verify the above three hypothesizes 
by descriptive statistical analysis, significant analysis and regression model based on 
the samples of China's A-share listed companies from 2007 to 2011. And robustness 
of the model will be followed. Finally, we will make recommendations based on the 
conclusions of this article. 
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